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Economic Perspective 3 
THE EXPERIENCE OF SCOTTISH FIRMS III THE NORTH SEA OIL SUPPLY INDUSTRY: 
A GUIDE TO THE FUTURE?* 
J A Cairns and A H Harris 
Department of Economics, University of Aberdeen 
The development of tine North Sea offshore 
o i l indus t ry in the 1970s and 1980s 
provided Scottish firms with opportunities 
on the i r doorstep. Since the industry's 
primary location onshore was in Aberdeen, 
an even greater opportunity was created 
for exist ing and new local firms in the 
North East. 
The extent to which they were able to 
capitalise on that opportunity i s of more 
than h i s to r i ca l importance. I t provides 
some clues to the future of the industry. 
The downturn in o i l business has already 
led many firms to look for new markets 
abroad. I t has led others to go out of 
business. The success of Scottish and 
local firms in the North East to enter the 
oil industry supply markets can te l l us a 
great deal about their ability to compete 
in locations of new o i l development. 
Where entry has been successful and easy, 
the industry i s competitive with l i t t l e 
advantage to exist ing firms. This means 
that Scott ish firms who now supply the 
North Sea markets w i l l have l i t t l e 
advantage over new local entrants in other 
foreign markets and may find i t difficult 
to export. On the other hand where entry 
was d i f f i cu l t and rare , Scottish firms 
which did manage to penetrate the market 
may have incumbent advantages in future 
markets. 
The extent of participation 
In a survey of North Sea offshore oi l 
supply firms in the summer of 1984 we 
looked a t the question of which factors 
inhibi ted entry and expansion in the 
various a c t i v i t i e s which make up the 
offshore oil supply industry. 
The survey of firms wholly engaged in oil 
re la ted ac t iv i ty revealed that , a t l e a s t 
superficially, local Scottish penetration 
had been substantial. Thirty five percent 
of firms in our sample were loca l , 39% 
were Scott ish and 64% had a UK parent 
company. Of course, entry was not uniform 
across types of ac t iv i ty . Table 1 shows 
that local and Scott ish firms were not 
represented in a l l categories. Although 
they were not clearly concentrated in one 
or two ac t iv i ty types, they do seem to be 
more engaged in the l e s s obviously o i l 
specific activit ies. For example no fewer 
than 20% reported banking and finance as 
their main activity. 
Entry deterrence 
The ques t ion of what d i s t i n g u i s h e s 
a c t i v i t i e s and wh ich of t h e i r 
charac te r i s t i c s determine the degree of 
penetration i s more d i f f i cu l t to answer. 
The f i r s t problem i s to decide on a 
measure of entry ra te . The next problem 
is to relate chosen characteristics of the 
act ivi t ies to that rate. 
In an ea r l i e r paper we chose four proxy 
measures of the entry ra te and related 
certain characteristics to differences in 
en t ry r a t e ac ross a c t i v i t i e s . The 
cha rac te r i s t i c s were chosen to re f l ec t 
•This work was made possible by funding from the Development Trust, University of 
Aberdeen 
71 
Table 1 Percentage of firms by main activity owned by local , Scottish, UK and North 
American f ims 
Local Scottish 
(excl. 
local) 
U K 
(excl. 
Scottish) 
North 
American 
Other Nunber 
in saaple 
Direct oil production 
related* 14 14 36 32 28 (15%) 
Mechanical engineering 50 38 0 16 ( 9%) 
Chemicals 100 1 ( - ) 
Miscellaneous 'Metal 
Goods' 100 1 ( - ) 
Miscellaneous machinery 
products 33 33 33 3 ( 2%) 
Electrical and 
electrical maintenance 
engineering 50 25 25 8 ( m 
Miscellaneous 
manufacturing 
Construction 
Distribution and 
supplies 
Retail distribution 
Catering 
Transport 
Renting and hiring 
Banking and finance 
Other services 
50 
27 
24 
33 
0 
41 
17 
51 
67 
0 
0 
2 
33 
0 
0 
0 
5 
0 
0 
53 
20 
33 
0 
29 
17 
38 
33 
0 
7 
39 
0 
100 
13 
50 
3 
0 
50 
13 
15 
0 
0 
18 
17 
3 
0 
2 ( 1?) 
15 ( 8$) 
46 (25%) 
3 ( 2%) 
1 ( - ) 
17 ( 9%) 
6 ( 3%) 
37 (20%) 
3 ( 2%) 
Number 64(35%) 8(4%) 46(25%) 44(23%) 25(13%) 187 
•includes general exploitation, diving, drilling, oil production, surveying, well 
stimulation. 
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theoret ica l considerations of what i s 
meant by a bar r ie r to entry and included 
economies of s c a l e , r e s e a r c h and 
deve lopmen t , and a b s o l u t e c o s t 
advantages. (1) 
We found that established firms in the 
industry do have cer tain cost advantages 
which may deter new or diversifying firms 
from entry i n t o the market. These 
advantages take the form of information 
and technological access which take time 
to acquire. I t was suggested tha t the 
timescale of ac t iv i ty was such as to 
preclude effective competition in some 
act ivi t ies . 
For each ac t iv i ty the firm was asked 
particularly about seven charac te r i s t i c s : 
the percentage minimum market share a t 
which the firm would be prepared to 
sustain an activity (MBJSHARE) - used as a 
measure of potential economies of scale; 
the degree of access to technology for a 
newcomer to the oi l industry (ACTEC); the 
time in months for a new entrant to offer 
competition (TCOMP); the i r ownership of 
relevant patents (PATOWN); whether they 
regarded the offshore oil supply industry 
as more r i sky than o ther i n d u s t r i e s 
(RISK); whether there was a shortage (at 
existing wages) of any particular types of 
labour such t h a t expansion would be 
i n h i b i t e d , and i f t h e r e was, t he 
percentage of the i r t o t a l labour force 
made up by such groups (PERTOT). In 
addition, each firm was asked how many of 
i t s employees (or employees of the group 
of companies of which i t was a part) were 
engaged in research and development. 
Total employment in the Aberdeen area and 
such employment as a percentage of the 
group's employment furnished an estimate 
of group w o r k f o r c e , and t h u s t he 
percentage of the group's employment 
involved in research and development could 
be calculated (GRPRD). 
Local firas 
The mean responses of local firms were 
compared with those of non-local firms in 
order to invest igate whether they face 
significantly different barriers to entry. 
Firms were c lass i f ied as being local or 
non-local. To be local a firm must be 
e i ther (a) a subsidiary or a branch with 
i t s parent located in the Aberdeen area 
and a l l major investment decisions are 
taken locally, or (b) neither a subsidiary 
nor a branch and a l l major investment 
decisions are taken locally. 
Table 2 Local and rm-local firms ounaral 
ten-local Local Signifi-
firaB fine canoe (1) 
Difficulty of 
access to 
technology (ACIK)(2) 2.57 2.55 0.920 
Ownership of 
patents (PATCWNX3) 0.602 0.472 0.081* 
Research and 
develcpnent (%) 
(GRPRD) 6.05 11.27 0.191 
Riskiness ( R H O W 0.590 0.589 0.988 
Scarce labour (%) 
(PERTDT) 15.53 26.1 0.038* 
Minjraun market 
share ($) 
(M0H1ARE) 2.84 2.12 0.587 
Months t o ocmpetition 
(TOM?) 36.08 34.^7 0.796 
Nimber of firms i n 
ac t iv i ty (NCFTRM3) 9.39 10.13 0.621 
Notes 
1. Two-tail t e s t . 
2 . Range frcm 1 easy to 5 very d i f f icul t 
3 . 1 Yes 0 No 
4. 1 rare ridqr 0 not 
*. Significarce at 101 level 
Table 2 shows these mean responses . 
Generally the repl ies of local firms are 
found to be very s imilar to those of the 
non-local. The only differences which are 
s t a t i s t i c a l l y s ignif icant are for the 
ownership of patents and the percentage of 
' s c a r c e ' l a b o u r in t he w o r k f o r c e . 
Ownership of patents was s ignif icant ly 
lower among local firms and the percentage 
of the i r labour force deemed scarce was 
higher. Thus there i s some evidence that 
l o c a l f i rms face higher b a r r i e r s . 
However, the evidence is quite limited in 
tha t responses to the other questions 
suggest tha t there i s no difference in 
respect to access to technology, number of 
competitors, time to competition, cr i t ical 
va lue of North Sea market share and 
perceived r i sk iness . Indeed many of the 
responses are s t r ik ingly s imi la r . The 
only other difference in means tha t even 
approaches s i g n i f i c a n c e i s t h a t for 
involvement in research and development, 
where local firms have a lower proportion 
of their group's labour force involved in 
research and development. 
l oca ted o u t s i d e of Scot land. Two 
v a r i a b l e s g e n e r a t e s t a t i s t i c a l l y 
significant results GRPRD and TCOMP. The 
Scottish firms sampled report lower R&D 
involvement than other firms and tend to 
engage in a c t i v i t i e s with shorter lead 
times. Table 3 suggests that ownership of 
patents , percentage scarce labour and 
number of firms in an ac t iv i ty are very 
s imilar for Scott ish and non-Scottish 
firms. 
U K f ims 
Scottish f iras The comparison of responses of UK and non-
UK firms i s presented in Table 4. All 
firms were c lass i f ied as being UK firms 
Table 3 Scottish and non-Saotti£h firms ctnpared 
Difficulty of 
access to 
technology (ACIffi) 
Cwnershipof 
patents (PATCWN) 
Research and 
develcjment (%) 
(OOTID) 
Riskiness (RISK) 
Scarce labour (%) 
(PcHTOT) 
Mintoun market 
share (?) 
(MDJSHARE) 
Scottish 
f i n s 
2.55 
0.589 
4.25 
0.607 
17.62 
2.34 
hfcrths to competition 
(TGCMP) 28.5 
Nurtoer of firms in 
activity (MJIRM3) 9.54 
Notes 
(1) Two-tail t e s t . 
«* Significant a t 5% level 
Han^cotb-Sigtrifi-
i shf ims canceO) 
2.68 
0.573 
9.36 
0.577 
17.11 
3.01 
41.5 
9.50 
0.369 
0.780 
0.037*« 
0.585 
0.874 
0.524 
0.055* 
0.978 
of t h e UK. 
Table 4 IK and nan-UC finns 
Difficulty of 
access to 
technology (ACTsE) 
Cwnershipof 
patents (PATCWN) 
Research arri 
developnent (%) 
(GRPSD) 
Riskiness (RISK) 
Scarce labour (%) 
(PEKIDD 
Minimum market 
share (?) 
(MINSHARE) 
UK 
f i n s 
2.55 
0.537 
7.17 
0.610 
19.10 
1.94 
Nfcrrths to competition 
(TCEMP) 29.59 
Nuifcer of firms in 
activity (NJTRM3) 
Nates 
10.14 
Ncn-UC 
fiims 
2.77 
0.670 
6.18 
0.548 
13.54 
4.36 
49.80 
8.27 
Signifi-
cance (1) 
0.154 
0.025** 
0.687 
0.291 
0.107 
0.057* 
0.040** 
0.139 
Table 3 compares S c o t t i s h wi th non-
S c o t t i s h f i r m s . Firms were deemed 
Scottish unless they had a parent company 
1. Two-tail test. 
». Significant at 10J level 
**. Significant at 5% level 
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Overall the mean responses appear qui te 
d iss imi lar although the differences are 
only s t a t i s t i c a l l y s ignif icant in three 
cases: PATOWN, MINSHARE and TCOMP. The 
average UK firm i s less likely to own any 
patents , i s engaged in a c t i v i t i e s with 
shorter times to competition and reports 
lower c r i t i c a l market shares than the 
average for non-UK firms. Although not a 
s t a t i s t i c a l l y s ignif icant difference UK 
firms are engaged in activit ies where the 
access to technology i s easier and the 
number of firms greater than for non-UK 
firms. They perceive the business as 
being riskier, and a higher share of their 
labour force is scarce. 
North American firms 
In Table 5 North American firms and non-
North American firms are distinguished 
using the location of the parent company. 
North American firms tend to engage in 
a c t i v i t i e s where access to technology i s 
harder, patent ownership i s higher and 
time to competition i s longer. Such 
a c t i v i t i e s t end t o i n v o l v e fewer 
competitors but the firms report lower 
percentages of scarce labour. This la t ter 
resu l t might appear perverse in that 
a c t i v i t i e s with these ACTEC, PATOWN and 
TCOMP characteristics might be expected to 
involve relatively more scarce labour. 
However, the variable PERTOT describes the 
problems an e x i s t i n g member of the 
indus t ry would have with respec t to 
recruitment of labour. Thus the resu l t 
could be interpreted as evidence that 
North American firms have a re la t ive 
advantage in the recruitment of labour 
possibly because of the world-wide extent 
of their act ivi t ies . 
Overall barrier significance 
When Tables 2 to 5 are compared i t i s 
evident that i t i s not generally the same 
variables which give rise to stat is t ical ly 
s ignif icant differences. For example 
GRPRD is only significant in one table and 
PATOWN i s s ignif icant in the local/non-
local table and in the UK/non-UK table but 
not in the case of Scottish/non-Scottish 
firms. The likely reason for this i s that 
the ba r r i e r s are specif ic to par t icu lar 
l i nes of ac t iv i ty . As we have seen in 
Table 1, firms from different locations 
are involved in different act ivi t ies . We 
might therefore expect the significance of 
each type of b a r r i e r to vary ac ros s 
locations. 
Table 5 North American and non-North American 
fins cofEroi 
North Non-North 
ihuican Anerican Signifl-
finns Anns canoe (1) 
Difficulty of 
access to 
technology (ACIEC) 2.971 2.526 0.013» 
Ownership of 
patents (PATEWN) 0.768 0.528 0.000"» 
Research and 
development (%) 
(CRPRD) 7.15 6.85 0.927 
Riskiness (RISC) 0.522 0.608 0.194 
Scarce labour (.%) 
(PERTOT) 9.52 19.44 0.004«* 
MLnfouti market 
share (%) 
(M3N3MRE) 4.74 2.14 0.122 
Mxrths t o competition 
(TCDMP) 61.9 29.1 0.02D» 
Nuifcer of firnis i n 
ac t i v i t y (NJTRM3) 8.00 9.95 0.193 
Notes 
1 Two-tail t e s t . 
** significant at % level 
Conclusion 
Evidence from e x i s t i n g f i rms in the 
offshore oil supply industry suggests that 
there are cost advantages to incumbents in 
the industry. In a specialised industry 
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easy access to technology in a reasonable 
time period i s important. The ability of 
local, Scottish and UK firms to penetrate 
cer ta in markets has been r e s t r i c t ed by 
their need to acquire both technology and 
expertise. Furthermore, established firms 
employ supe r io r f a c t o r s , inc lud ing 
information, and have access to restricted 
labour s k i l l s . This suggests tha t a t 
least some parts of the industry have been 
dominated by the established firms who 
have access to these scarce factors. The 
newer ent rants may have been forced to 
enter on the periphery of the industry 
using l e s s technological ways into the 
market and employing l e s s special ised 
ski l ls . We do not find strong evidence, 
however, of any economies of scale in the 
industry, not that i t perceived i tse l f to 
be relatively risky enough to deter entry. 
Neither does there seem to be a direct and 
obvious l ink betwen general research and 
development capability and entry. 
While the number of loca l , Scot t ish , and 
UK firms in the industry i s higher than is 
popularly supposed they do face additional 
ba r r i e r s which may have directed them 
along par t i cu la r pathways to the market. 
They tend to be in l e s s technological 
industries, although the evidence here is 
ra ther weak. Although local firms may 
have some advantages in the recruitment of 
local labour, in general greater access to 
an in te rna t iona l labour market has given 
established firms an advantage in labour 
r e c r u i t m e n t . This i s p a r t i c u l a r l y 
significant for North American firms. 
In general, firms have been deterred from 
entering the North Sea offshore oil supply 
industry, although substantial new entry 
has taken place. I t i s l ike ly tha t entry 
has taken p lace mainly a t the l e s s 
sophisticated end of the market. However 
some entry has taken place even where 
access to knowledge was r e s t r i c t ed but 
could be acquired within a timescale 
compatible with a reasonable return to 
investment. In this sense the experience 
of the industry conforms to the notion of 
ba r r i e r s to entry as temporary, often 
capable of being overcome in the long run, 
but acting as a cons t ra in t on short run 
entry. In the example of the offshore oil 
supply industry the long run may be too 
long for a pa r t i cu la r locat ion and the 
effects of a new international industry on 
the local long term industrial base may be 
qui te l imi ted . Only in ce r ta in , more 
technological , sectors of the industry 
where scarc i ty of ski l led labour and 
knowledge has been overcome, do UK, 
Scott ish and Aberdeen companies have 
obvious advantages . Elsewhere i t i s 
d i f f i c u l t to envisage the UK providing 
effective competition a t new locat ions . 
They will have l i t t l e incumbent advantage 
to offset any preferential treatment given 
to local firms, and will have to work very 
hard to develop export markets. 
Our r e su l t s therefore suggest that there 
i s some hope that the North Sea experience 
of UK firms wi l l provide an export base 
for the future. That base, however, i s 
likely to be rather narrow. 
Note 
1. For further details see Cairns, J A, A 
H Harris and H C Williams "Barrier to 
Entry in the North Sea Offshore Oil 
Supply Indus t ry" , U n i v e r s i t y of 
Aberdeen, Department of Economics, 
North Sea Oil Occasional Paper No. 24, 
1987. 
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